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Introduction 





Open banking is changing how banks deliver 
financial services; transitioning open finance 
will expand opportunities for innovation and 

partnership. 


To explore the implications of this transition for all parties, Plaid has partnered 
with Celent, a leading research and advisory firm specializing in Financial Services, 
to produce this report. 


The research examines key developments at the heart of this transition— 
consumer preferences, regulatory frameworks, and advancing technologies — 
and critical intersections across these trends. This report provides both 
immediate and long-term recommendations for financial institutions looking 
to embrace the open finance future. 


Based upon a series of expert interviews with industry leaders, these findings 
convey the need for banks to build deliberate strategies around third-party 
engagement, user experience, and new business models under open finance. 
Collaboration across sectors will ensure all parties derive value from new data- 
driven structures; banks can lead the way by incorporating partnerships into 
their core business initiatives. 


As customer awareness of open banking and control of their financial data grows, 
banks have important choices to make regarding their approach— where some 
choose to invest in partnership, others will redouble efforts around in-house 
product development. Plaid recognizes the importance of data connectivity in 
these efforts, and stands ready to support the full range of strategies. 


The objective of this report is to inform banks’ strategic discussions, and 

to guide the ecosystem towards a future in which the winners of this new 

ecosystem are those providers which take deliberate action to serve their 
customers’ current and future needs. 


Learn more about Plaid Exchange, an open finance platform for financial 
institutions. 
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EXECUTIVE SUMMARY 


To say that the banking industry has been on something of a journey when it comes to 
open banking would be an understatement. 


As recently as 2015, PSD2 (which provides the regulatory framework for open banking in 
Europe) was widely viewed by banks in the region as a compliance matter; something 
that should be treated in the same manner as other regulatory requirements. The concept 
of opening up of data and banking services for consumption by third parties was at that 
time an alien one — anathema to an operating model that has always been based upon 
providing customers with a security-first service offering. 


Fast forward to today, and the landscape looks very different. The focus on the digital 
customer experience has not gone away but the centre of gravity around open banking 
has comprehensively shifted. Important here has been a re-characterisation of the fintech 
ecosystem as a source of potential innovation for banks, rather than being a direct 
competitive challenge. 


Indeed, for a growing number of financial institutions, external-facing APIs have become 
viewed as a new distribution channel, with third party providers (TPPs) and developers a 
discrete customer segment. Others are going even further and laying the foundations for 
entirely new business models. Open banking has opened the door to banks wishing to 
explore marketplace structures and even platform structures. 


Given the scale of the changes underway in the industry, it is important to revisit and 
understand exactly where open banking is today and where it could take the future of 
retail, SME, and corporate banking. 


What is becoming even more apparent is that the versions of open banking we see today 
are only the beginning. Despite the industry being very much in the early stages of 
implementation in almost all cases, there is already growing interest in moving beyond 
this to include a far broader spread of financial products — something widely referred to 
as “open finance” 


Key findings of the report include: 

— Open banking initiatives are developing in all regions. All major economies are 
either live with some form of open banking initiative, in consultation, or there is a 
clear market-led approach in play. 

— The TPP ecosystem has continued to grow over time. Taking Europe as an 
example, the TPP segment has grown steadily since 2018. As at the end of Q1 
2020, there were 290 TPPs licenced under PSD2. 

— The industry should support the creation of scheme-like entities to address the 
issues limiting adoption. 

— Regulators are beginning to look at launching open data and open finance 
initiatives. 

— Open finance will open the door to a wide range of new products and services. 


INTRODUCTION 


To say that the banking industry has been on something of a journey when it comes to 
open banking would be an understatement. 


As recently as 2015, PSD2 (which provides the regulatory framework for open banking in 
Europe) was widely viewed by banks in the region as a compliance matter: something 
that should be treated in the same manner as other regulatory requirements. The concept 
of opening up data and banking services for consumption by third parties was at that time 
an alien one — anathema to an operating model that has always been based upon 
providing customers with a security-first service offering. 


Fast forward to today, and the landscape looks very different. The focus on the digital 
customer experience has not gone away but the centre of gravity around open banking 
has comprehensively shifted. Important here has been a re-characterisation of the fintech 
ecosystem as a source of potential innovation for banks, rather than being a direct 
competitive challenge. 


Indeed, for a growing number of financial institutions, external-facing APIs have become 
viewed as a new distribution channel, with third party providers (TPPs) and developers a 
discrete customer segment. Others are going even further and laying the foundations for 
entirely new business models. Open banking has opened the door to banks wishing to 
explore marketplace structures and even platform structures. 


Given the scale of the changes underway in the industry, it is important to revisit and 
understand exactly where open banking is today and where it could take the future of 
retail, SME, and corporate banking. 


FROM OPEN BANKING TO OPEN FINANCE 

What is becoming even more apparent is that the versions of open banking we see today 
are only the beginning. Despite the industry being very much in the early stages of 
implementation in almost all cases, there is already growing interest in moving beyond 
this to include a far broader spread of financial products — something widely referred to 
as “open finance.” 


On the face of it, open finance is a straightforward notion. Open banking is, in a great 
many cases, focussed on banking services that are payment-orientated in nature. The 
concept behind open finance is to move beyond banking and into providing customers 
with the opportunity to enable third parties to access data across their full financial lives. 
This is therefore far broader than the traditional bank account and includes investments, 
unsecured lending, pensions, insurance, and home loans. 


This topic is raising the regulatory agenda, and looks set to shape the next phase of 
service development and innovation for customers. As a consequence, it will also shape 
future waves of change and implementation requirements for banks. 
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THE STEADY RISE OF OPEN BANKING 


In what has been a relatively short time since open banking first became a mainstream 
topic for the industry, it has undeniably brought real change to the way that many banks 
view their products, distribution, and even business strategies. Indeed, many new 
competitors and business models have also emerged as a result. 


However, and as with many of the technology-driven trends in our industry, short-term 
outcomes often struggle to live up to the expectations created by the initial wave of hype. 
Open banking is not immune to this and there is something of a sense of deflation about 
the topic in some quarters, where lofty expectations have not been realised (at least not 
to date). 


Far from this signalling the beginning of the end for open banking, it is really only the end 
of the beginning. The industry is still very much in an implementation phase at the 
moment, and there remain many issues that need to be addressed before customer 
adoption can grow and develop. Open banking has the potential to bring significant 
change to the value chain and competitive structure of the retail banking industry in 
particular, and this won’t happen overnight. 


ROLLOUT OF OPEN BANKING INITIATIVES 
Open banking is one of the most important themes on the regulatory agenda in all 
regions. All major economies are in one of three states when it comes to this topic: 


e Regulator-led open banking frameworks are live — such as in Europe, Singapore, 
Hong Kong, India, and the UK; 


e Regulators are consulting on, or implementing, open banking frameworks — 
Australia, Canada, and Brazil are all good examples here; 


e Developments have been more market-led — the US is the best example here, but a 
growing proportion of banks are looking to move beyond regulatory minimums with 
their own commercial offerings. 


In practice, the approaches of individual regulators can be quite different. While the 
European experience has been quite prescriptive in nature (minus the lack of clear 
standards in a number of areas), others have opted to provide supporting frameworks to 
encourage financial institutions to expose APIs and build developer interfaces along 
broadly common lines. The Monetary Authority of Singapore is a good example here, 
launching its API Playbook in 2016. This contained a series of guidelines and standards 
for APIs, and information security standards for the industry to follow. 


The experience in the US reflects the third approach, which is the emergence of a purely 
market-led ecosystem. A growing number of banks have invested heavily in their own 
proprietary developer services and APIs to support a range of use cases. Several of 
these are in the corporate banking space, with banks like Citi and JPMorgan offering 
access to data and services for their corporate customers. In the retail sector, customer 
demand has led to the creation of API or data aggregators that provide a vital 
intermediary service to connect third party providers to customer accounts. 


The growth in the US in particular has led to the creation of some cross-industry projects 
to begin to help drive better standardisation. There are a number of different initiatives 
underway at present, all of which are at a relatively early stage and will need support 
from the industry in order to scale. These include the Financial Data Exchange (FDX), 
which has begun to build consensus among groups of financial institutions and the 
consumers of bank APIs around a set of data sharing standards. Alongside this, the 
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National Automated Clearing House Association (NACHA) has also formed the API 
Standardization Industry Group (ASIG) to develop tools to help build common API 
standards. 


Figure 1: Open Banking Initiatives Are Live in All Regions 
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More significant still has been the degree to which individual banks subject to regulatory 
mandates (in Europe for example) are looking to create additional API services for 
consumption by third parties that go beyond what is required. In almost all cases these 
are commercial in nature, and represent a potential revenue stream for banks. Corporate 
banking services are seen as a particular opportunity in this regard, and there are several 
examples of such services live today in areas such as corporate information reporting, FX 
rates and contracts, and payment services. 


GROWTH OF THE TPP ECOSYSTEM 

The most significant impact of open banking initiatives — at least from the perspective of 
driving competition and innovation in the value chain — has been to catalyse the 
development of third party providers (TPPs) and the services they provide. This group of 
competitors is defined by Celent as “non-bank providers that offer products or services 
which directly leverage customer data or other services consumed from account holding 
institutions. This may be based around AP's, bilateral connections, or through an 
intermediary.” 


This group encompasses many of the independent providers that would be considered as 
part of the “fintech” ecosystem, as well as a wide range of other non-bank companies that 
leverage bank APIs in their offerings. Understanding the health of this segment is a very 
effective way of assessing the progress of open banking initiatives. Each TPP is, after all, 
a business founded at least in part on the assumption that value can be delivered to 
customers through leveraging open banking APIs. 


To understand this segment more closely, Celent has undertaken a detailed analysis of 
the TPP sector in Europe. Europe has been chosen for this analysis both due to the 
relative maturity of the open banking framework, as well as its pan-regional coverage. 
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This analysis includes the UK as, despite its subsequent withdrawal from the European 
Union, the requirements of PSD2 are part of domestic law and are being enforced. 


The TPP ecosystem in Europe has grown steadily since 2018 

Looking back from 2020, it is easy to forget the level of expectation that surrounded the 
key milestone dates for the implementation of PSD2. Talk of a “Big Bang’ of entry by new 
players to the value chain was not realised, however. Nevertheless, since the beginning 
of 2018, when PSD2 was initially transposed into national law in EU member states, the 
total number of TPPs has grown at a steady pace. 


Figure 2: TPP Registrations Under PSD2 Have Climbed Steadily over Time 
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Sources: Celent analysis of European Banking Association and National Competent Authority registries 


As at the end of Q1 2020 (the last full quarter of data available at the time of publication), 
there were 290 TPPs licenced under PSD2 by an NCA, a total which has increased by 
around 25-30 new registrations on average across the EU-27 (plus UK) per quarter since 
the beginning of 2018. While the year-on-year growth rate has naturally declined over 
time, until Q1 2020 each passing quarter had been at least double the size of the same 
quarter in the prior year. There was a particular spike in Q3 2019, as 60 new TPPs 
registered with their NCA in advance of the effective implementation date for PSD2 in 
September of that year. Readers interested in a more detailed analysis of the TPP 
landscape in Europe will find Celent’s forthcoming report, The Evolution of Europe’s TPP 
Ecosystem: Assessing the Health of Open Banking, of interest. 
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OPEN BANKING WILL TAKE TIME, AND NEW THINKING, TO 
REACH MATURITY 


With open banking initiatives moving ahead in all regions, and many individual banks also 
actively investing to move beyond regulatory requirements, it is easy to forget that open 
banking is very much in its infancy. The industry is still in an initial implementation phase 
with respect to open banking, and the activity we are seeing in the market today looks set 
to be viewed in the future as the first stage in the process of industry-wide change. As 
Michael Salmony, Executive Advisor at equensWorldline puts it: “/ don’t see in any way 
that open banking is fizzling out. It’s a 10-year project rather than a 10-month one. This is 
really transformative for the industry and will take a long time.” 


In many ways, the biggest change that open banking has created is a shift in mindset 
among banks around the role of partnerships with smaller technology providers in 
particular. While there remain many financial institutions that continue to pursue a 
strategy of meeting the minimum requirements of regulators and/or to keep pace with 
peers, the majority of large and midsized institutions now view the investments they have 
made — and continue to make — in open banking as a vehicle for innovation and future 
growth. 


Arguably, the most important driver that there has been is a growing awareness of the 
potential costs of inaction. The industry has been here before of course, with the first 
waves of fintech entrants and neobanks. The chief difference where open banking is 
concerned is that potential new competitors can now operate on a far more level playing 
field than ever before. In addition to the ability to access customer data and services 
through open banking, a number of providers now exist to provide new entrants with a 
range of infrastructure and connectivity services out of the box, from banking-as-a- 
service offerings through to API aggregation. This has considerably increased the range 
and depth of services that new startups can bring to market in a short space of time. 
Furthermore, the maturity of cloud technologies and ready availability of analytics and 
machine learning tools further narrow the gaps between incumbents and new entrants. 


At least partially in response to these factors, many banks are looking to leverage the 
TPP ecosystem (as well as the broader pool of fintechs) in order to drive their own 
product innovation. A common theme today across the industry is that there is nothing to 
be gained by looking to build everything in-house when there are viable partners 
available. There are a number of TPPs under PSD2 that count large financial institutions 
as either clients, partners, or investors for example, and many more examples in the US 
and across Asia. While these partnerships and strategic investments are not always 
explicitly driven by open banking in itself, this trend does reflect the broader shift in 
attitudes about product innovation in particular that open banking has triggered. 


THE NEED FOR ‘SCHEMES’ 

In order for open banking to continue to grow, a number of frictions in the experience of 
customers and developers/TPPs in particular need to be addressed. Some of this is 
within the reach of individual financial institutions, and can be viewed as a set of strategic 
decisions over how to engage with the open banking opportunity. Addressing others will 
increasingly require coordination at domestic and/or regional level. 


There are important challenges that must be addressed around the customer experience, 
services to developers and for the banks themselves. Whether open banking has 
emerged as a market-led or a regulator-driven exercise, many of the same themes are to 
be found across all of today’s leading open banking implementations. Now that the initial 
building blocks for banking are in place (APIs, developer services, and TPPs willing to 
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use them) attentions are turning to how to better facilitate the relationships between the 
participants in the ecosystem, and this will require some new thinking about governance 
and more detailed rulebooks or oversight frameworks. 


Ultimately, open banking will only reach true scale where the best elements of today’s 
existing banking and payments ecosystem — interoperability, security, dispute resolution, 
and consumer trust — are in place. 


This points to the need for central entities to play a role similar to that of the card 
schemes in the retail payments space, in setting standards and clear rulebooks for all 
stakeholders to follow. Depending on the market, this will require a combination of 
financial institutions, regulators, and third party players to work together on these 
initiatives. 


Developers and TPPs need greater consistency around API quality, standards, and 
access to a wider array of products 

The acceptance of developers as a new customer segment is one of the more interesting 
shifts in the banking industry in recent years, along with the realisation that the rules of 
product development apply as much for services aimed at developers as any other 
customer group. In other words, a poor experience and not delivering value will result in 
low take-up of a bank’s services. While things are improving in many areas, there is still 
much that needs to be done in order to improve the experience for third party developers. 
Ultimately of course, this is about enabling services TPPs to offer services that benefit 
the end user, and a poor developer experience is likely to impact upon the services 
delivered to customers. 


There are three main themes here: 


1. Poor-quality bank developer portals. 
2. Fragmented or no formal API standards. 
3. Issues with API availability. 


Developer portals and services need to be compelling 

As developers are customers of a bank’s services, it follows that the ability of any 
individual bank to encourage developers and third parties to leverage its APIs will be 
heavily influenced by the quality of the experience it offers. Much as in the wider API 
economy, those banks that offer detailed API documentation, rich sandbox and testing 
facilities, support services, and even fostering developer networks, place themselves at 
an advantage over those that do not. 


From the perspective of individual financial institutions, the calculation made by many is 
that it is preferable for added-value TPP services to be available to their customers 
ahead of those of competitors. 


Looking across the market today, it is easy to see which banks have well-defined open 
banking strategies based on the quality of their developer portals. Readers interested in a 
detailed analysis of the trends here will find the recent Celent report, Open Banking API 
Portals: How to Deliver Portal Excellence, of interest. Focusing effort and resources on 
supporting developers through the build and testing process will become increasingly 
important over time. 





Fragmentation of API standards, or a lack of standards, remains a challenge 

When it comes to API standards, a lack of concerted action by regulators and the 
expansion of market-led activity has made it almost inevitable that we would end up with 
a proliferation of different standards and formats in the marketplace. This presents a 
challenge for developers of course, who generally want to focus on building products 
rather than writing to a multitude of different APIs, making the need to build connections 
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individually with separate financial institutions both a resource challenge and arguably a 
barrier to some launching services. 


To a great degree solving for fragmentation is a business challenge that providers 
offering API aggregation and intermediary services such as Plaid, Token, Salt Edge, and 
the like have successfully solved. However, where banks have launched commercial 
APIs that move beyond regulatory mandates or common services offered across the 
market, the problems of fragmentation can be reintroduced. It seems likely that there will 
always be a degree of variance between the APIs offered by different institutions, 
particularly around more competitive offerings. Nevertheless, the industry needs to move 
toward greater standardisation of APIs in order to ease the path for third party innovation, 
alongside embracing the necessary role of aggregators/intermediaries in the ecosystem. 


In addition it should be noted that standardisation alone is no panacea. As the growth of 
API and data aggregators in the market demonstrates, developer needs extend beyond 
standards alone, and support may be needed across the journey from product idea to 
execution. Looking from the TPP perspective, launching new services is equal parts 
technology enablement and building attractive use cases. 


It is imperative that bodies setting API standards recognise that this is not a single shot 
exercise. In the case of APIs, bodies setting standards need to ensure that their 
approaches take into account market realities and current best practice, while committing 
to continually monitor and update standards in line with the market. 


API! quality and availability are current challenges 

The third area that needs to be addressed is the quality and availability of APIs. The UK 
is widely viewed as having one of the strongest regulatory-driven open banking 
frameworks in the industry, in large part because of the role that the Open Banking 
Implementation Entity (OBIE) has played in driving standardisation and API quality. This 
has doubtless helped to catalyse the strong growth there has been in the volume of API 
calls. In April 2020, there were just under 401 million calls on the 9 institutions coming 
under the UK’s domestic open banking programme, up from 49 million in April 2019. The 
OBIE also reported in January 2020 that over 1 million customers had connected a bank 
account to TPP services. 


However, despite this strong growth in volumes and the UK being seen as the leader in 
Europe in this area, API stability and availability does remain a challenge. On average, 
around 2.4% of API calls have failed over the past 12 months (calculated based on OBIE 
reporting covering May 2019 to April 2020). There are many reasons why this has 
occurred, including the quality or accuracy of the request sent to the financial institutions. 
Nevertheless, failed calls do little to build the confidence among consumers that they can 
rely upon TPP propositions. This is also likely to be a factor in the relatively low volumes 
on payment initiation APIs (around 0.2% of the total in the UK over the past year). 


co | Chapter: Open Banking Will Take Time, and New Thinking, to Reach Maturity 


Figure 3: UK API Call Data Highlights the Challenge of Failed Requests for Developers 
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Celent understands that the situation is considerably less positive in a number of other 
markets, with payment initiation APIs in one large European market having been 
completely unavailable for over a month this year. In another large European country, 
Celent contacts have shared that TPPs prefer to default to screen scraping rather than 
use what can often be unstable API connections to banks. 


The quality and reliability of external APIs is not just something that has an impact on 
TPPs; this is also a customer service issue. Customers may well push blame toward their 
account holding institutions if their attempts to use a TPPs service are not successful due 
to rejected or failed API calls. As well as the brand damage this creates, it also presents 
a risk of cost through handing potential increases in customer service enquiries and, 
ultimately, customer churn. 


Consumers need support with discovery, seamless onboarding, and a clear dispute 
resolution framework 

While it remains important to address the needs of developers, getting the customer 
experience right will be critical to the future success of open banking. Building adoption 
will require attention to a number of areas, not least in implementing clear dispute 
resolution mechanisms. As one senior executive at a large European bank interviewed 
for this report noted: “One of the challenges is that the customer experience is not 
perfect, and the problem is in the way that PSD2 has been put together.” 


Supporting customers with TPP discovery will bring benefits in the long term 

One important area for banks to consider as part of the open banking strategies is how to 
support customers in the discovery of third party services. While perhaps counterintuitive 
in some ways, this is analogous to the need to provide a smooth onboarding experience. 
If a customer has already decided that they wish to explore TPP services, there is more 
to be gained from helping customers to do this from leaving them to their own devices. 


One of the risk factors associated with open banking is the potential for bad actors to take 
advantage. Providing customers with education, as well as guidance over TPPs they may 
wish to try, can help to both mitigate some risk while also helping to present the bank as 
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a trusted partner of the customer. After all, if a customer is going to experiment with TPP 
services, it serves banks well to play as much of a role as possible in the process. 


A good example of this approach being taken at the market level can be found in the UK. 
The OBIE launched an App Store for customers to find and sign up with TPPs and banks. 
As of June 2020, this contains 35 offerings aimed at consumers, 35 for business 
customers, and 9 offering technical services to other TPPs and financial services. 


Figure 4: The UK’s Open Banking Implementation Entity launched an App Store in June 2020 
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Source: UK Open Banking Implementation Entity (OBIE). Date accessed: 18-06-2020 


A seamless onboarding experience is also important, as is API reliability 

The point at which a customer decides to engage with a TPP is a potentially dangerous 
one for a bank, as a poor experience could lead to a weakening of the overall customer 
relationship. Justified or not, many customers would see their existing financial service 
provider as the block to them enjoying the benefits of a new customer friendly TPP 
product if the sign-up or future use of a service is poor. Failing to support customers in 
this area therefore increases the risk of customer churn. This extends to the approach 
toward developers too, as API quality and availability are important components of this. 


As a consequence, banks should invest to ensure that the experience that customers 
have when signing up for third party services is at least as smooth — if not better — than 
the one they currently offer for the onboarding of customers to other products. This 
creates its own challenges of course, not least in being able to confirm in real time the 
validity of the TPP, alongside providing a low-friction authentication flow for the customer. 
At industry level, contributing to efforts to standardise the customer onboarding process 
will help to grow the open banking ecosystem. If each bank has a different approach 
here, the adoption of TPP services will be inhibited. As a bank executive interviewed for 
this report notes: “As long as every bank has a different approach for two factor 
authentication, it’s a nightmare for the customer.” 


The way that consent is managed also presents banks with an opportunity to maintain 
customer loyalty and to build their position of trust. Services to enable customers to view 
and adjust the consent given to TPPs bring a number of benefits. While there are clear 
advantages from a risk perspective, the ability to maintain the position of the account 
holding bank as a trusted “hub” for the customer’s financial relationships is an important 
one from an engagement perspective. 
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Providing a clear path for dispute resolution will be key to building consumer take-up 
One of the aspects of open banking which is yet to be fully addressed is how to resolve 
situations that do not go as planned. While the ultimate liability for losses largely rests 
with the account holding institution under regulatory-driven models, the wider framework 
for managing disputes between parties is frequently less clearly mapped out. 


There are many ways in which customers may be disadvantaged through problems with 
open banking. Acting on out-of-date/incorrect information presented in a TPP application 
could cause issues in a number of ways. In the case of payment initiation, there are clear 
risks of immediate financial loss to customers. Where these transactions involve SMEs or 
corporate clients, higher average payment sizes make the risks even greater. 


It would be reasonable to assume that customers would expect that resolving disputes 
under open banking would be identical to any similar dispute made through more 
traditional banking means, with clear rules for liability and redress. In practice this is not 
the case of course, and the difference will be particularly acute where account-to-account 
payments are involved, as there are generally few (if any) mechanisms for payments to 
be reversed. In the absence of dispute resolution frameworks, a disproportionate burden 
will be placed upon banks, with the attendant costs, reputational and relationship risk this 
would bring. 


Supporting initiatives to create these frameworks, be they regulatory driven or through 
more commercial intermediaries, will be very important for the industry. The rulebooks 
around payment card transactions represent a particularly good example of how to 
manage potential challenges that arise between open banking stakeholders. 
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OPEN FINANCE — THE FINAL FRONTIER? 


Open banking has only been around for a short time, but has already driven considerable 
change in the industry. This can be seen not just in the development of new regulatory or 
supporting frameworks around the world, but also in the changing way that financial 
institutions now approach the questions of product innovation, partnerships, and even 
strategy. 


What is becoming even more apparent is that the versions of open banking we see today 
are only the beginning. Despite the industry being very much in the early stages of 
implementation in almost all cases, there is already growing interest in moving beyond 
this to include a far broader spread of financial products — something widely referred to 
as “open finance.” 


On the face of it open finance is a straightforward notion. The reality of regulatory-driven 
open banking initiatives in particular is that they are largely only focussed on a narrow 
range of banking services. The concept behind open finance is to move beyond banking 
and into providing customers with the opportunity to enable third parties to access data 
on the full range of products and services they currently hold. Examples would include 
investments, unsecured lending, pensions, insurance and, home loans. 


THE LIMITATIONS OF OPEN BANKING 

The rollout of open banking initiatives has already led to innovation across a number of 
different areas for retail, SME, and corporate customers. However, there are growing 
signs that the focus on a narrow range of financial products limits the ability of TPPs to 
innovate, and in turn has the potential to restrict the growth of the open banking 
ecosystem. 


In Europe for example, PSD2 applies only to “payment accounts,” defined broadly as 
accounts from which a customer can conduct payment transactions. Partly as a result, 
many of the early use cases around open banking are focussed on the re-display or other 
use of balance information and transaction histories. To a degree, these follow the 
success of the original wave of account aggregators such as Mint and Yodlee (now part 
of Envestnet). 


While there is much that TPPs can offer through leveraging access to account 
information or payment initiation from these accounts, this is only a narrow view of the 
true financial position of the average customer. 


Account aggregation services are particularly limited in this regard of course, along with 
other propositions that leverage open banking and are aimed at supporting areas such as 
savings, investments, and lending. In those markets currently undergoing consultations 
or planning to launch some form of open banking framework, these challenges are even 
more acute in cases where there are existing account aggregation services that currently 
provide a cross-product offering to customers based on using screen scraping techniques 
to gather the necessary account information. 


In these cases, where TPPs have been — or may be in the future — required to use 
open banking APIs in preference to screen scraping, there may be a direct loss of 
customer value in aggregation services as a result of what is commonly a more narrow 
product focus. As one executive at a large TPP commented in reference to these 
challenges: “You don’t see so much of the innovative stuff in Europe because of the 
narrow focus of PSD2,” 
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To a great degree, the way in which open banking has developed to date means that the 
emphasis on payment-related accounts is to be expected. PSD2 in Europe for example, 
which has undoubtedly catalysed much of the open banking activity that has followed, 
was focussed on increasing competition in the retail payment sector. In the UK, the 
principal aim of the open banking framework there was to improve levels of customer 
account switching. A similar pattern has played out in other regions as well. Often this is 
driven as much by regulatory norms and practicalities than by a bigger plan. Regulators 
and regulatory initiatives frequently have a narrow focus on single institution types or 
products, and this commonly applies to interventions around open banking. 


There is also a practical dimension here too. Focusing on bank accounts and payment 
services typically involves only a relatively narrow range of providers, making 
implementation relatively straightforward to monitor and oversee; certainly compared to 
more fragmented competitive ecosystems with an advisory component to some of the 
sales process, as with retail investments or life insurance. 


TOWARDS OPEN DATA AND OPEN FINANCE 

The industry conversation around open finance today is at an early stage, but it is equally 
clear that this is the direction of travel for both regulators and market-led initiatives. Open 
finance is arguably the ultimate end-state for open banking, one that will enable 
considerably enhanced propositions for customers. 


In some cases, open finance is also being viewed through the lens of far broader open 
data initiatives. There are a number of different layers and nuances with a topic such as 
open data, but, at a high level and taken to its logical conclusion, it would create the 
conditions for customers to share access to and/or have the ability to move their data 
between all those different entities that hold their information. This would therefore 
include social media companies, search engines, telecoms companies, utilities and even 
healthcare providers. 


In other words, it would level the playing field for banks. One criticism levelled at 
regulators when it comes to open banking is that it creates a one-directional flow of data 
and services, and one that disadvantages the banking industry. While open data 
initiatives would undoubtedly create implementation issues for banks, they will also open 
up considerable opportunities for product innovation through becoming active consumers 
of data from other financial institutions and providers. Banks can do this today under 
open banking of course, and any investments made to address that opportunity should 
be viewed as laying the foundations for taking further advantage of future open finance 
initiatives. 


Open data is very much on the agenda in Europe 

In February 2020 the European Union published its Data Strategy, which outlines its 
intentions to create a comprehensive — cross industry — framework for data sharing and 
access. This open data approach would cover multiple sectors of the economy through 
the creation of “common data spaces” in areas including manufacturing, health, energy, 
agriculture, and finance. 


In the case of financial services, the intention is to further enhance data sharing beyond 
open banking, as well as achieving other important policy objectives (such as sustainable 
finance and more highly integrated capital markets). In addition, the EU is understood to 
be committed to exploring specific further changes to open banking. Further information 
is due to be published in the EU’s Digital Finance Strategy, which is currently in 
consultation and due to report in Q3 2020. 


Alongside this, the Expert Group on Regulatory Obstacles to Financial Innovation 
(ROFIEG) was commissioned by the European Commission in early 2018 to provide a 
number of recommendations about how to create stronger conditions for the fintech 
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ecosystem to operate within the European Union. One of the 30 recommendations it 
made was to address the imbalance of the information flow under PSD2, by exploring 
ways to enable customers to enable banks and TPPs to use non-financial data in the 
provision of financial services. Examples given included social media and web search 
information. 


In the UK, the FCA has launched a consultation on open finance 

The Financial Conduct Authority launched a consultation into open finance in November 
2019. The consultation document is interesting for a number of reasons, but particularly 
because it acknowledges two things. The first is that it recognises the limitations of the 
scope of open banking as currently delivered. More importantly, it also highlights the 
desire of the FCA to build upon the early success of open banking by seeing where it can 
go further to stimulate innovation. 


The consultation deadline has been extended from the summer until October, due to the 
impact of Covid-19, but nevertheless highlights the UK’s commitment to explore the 
opportunities of open finance. 


US regulators are committed to supporting open banking and, by extension, open finance 
The US open banking market has evolved on a competitive basis, and is already on the 
road toward a form of open finance as a result. Access to information around investment 
accounts for example is already offered by some aggregators in the market. 


While regulators have publicly stated that they wish the market to continue to evolve on 
competitive lines, the Treasury Department published a report in July 2018 that made a 
number of recommendations over how to most effectively align the regulatory framework 
to support the continued growth of fintech and other non-bank participants in the banking 
value chain. One of its key recommendations was the need to support the open banking 
ecosystem through adapting regulatory approaches to the changes witnessed around the 
aggregation, sharing, and use of customer financial data. 


The Consumer Data Right in Australia will provide access to a broad range of financial 
products 

The forthcoming Consumer Data Right (CDR) in Australia, which goes live in July 2020, 
has a strong emphasis on the concept of open data and customer data ownership. This 
will first apply to the banking sector, but the CDR is notable for the fact that the energy 
and the telecommunications industries will also be required to open up to customer data 
sharing. 


When the CDR first goes live, customer data relating to credit and debit cards, 
transaction and deposit accounts will be in scope. There will be a second wave in 
November 2020, which will see mortgage and personal loan information then become 
available. This will be a very interesting case to watch regarding the effectiveness and 
impact that opening up these product types has on the TPP segment. 


OPEN FINANCE WILL ENABLE FURTHER INNOVATION 

With open finance still in the future, it is difficult to provide a detailed evaluation of the 
likely impact it could have on products and services. However, given that open finance is 
in many respects an extension of today’s open banking model, it should —be expected 
that we will see its impact play out along a similar path. 


With this in mind, there will be three broad layers to the changes and product innovation 
that open finance should be expected to catalyse, separated by the degree of business 
model or service transformation and — to a lesser degree — the time horizon over which 
we would expect to see these emerge. In each of these areas, it is important to note that 
the opportunities for incumbent banks to innovate are arguably greater than for TPPs, by 
virtue of their existing customer bases, product assets and brand strength. Given the 
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number of banks that are already investing in new services enabled by open banking, 
open finance is highly likely to drive rapid changes in the existing product landscape. The 
three areas of change are: 


e The immediate short-term opportunities — which would largely represent an 
expansion of existing open-banking models and competitive offerings to cover a 
broader range of products. These would be expected to be available in a short time 
frame after the launch of open finance initiatives. 


e More complex evolutions of current services — innovations here would be more 
complex and sophisticated in nature than many of today’s open banking-enabled 
offerings, but would largely be an evolution of many of the services currently on the 
market. 


e New business models — greenfield opportunities opened up by open finance, and 
beyond what is currently available through open banking alone. 


Figure 5: Open Finance Could Open Up a Number of Product Opportunities 
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The immediate opportunities would include supercharged account aggregation and PFM 
The most likely short-term changes driven by open finance will be the availability of 
account aggregation and PFM offerings that provide a true picture across a customer's 
financial holdings. This “account aggregation on steroids” approach would enable 
investments, home loans, unsecured debt, and even insurance to be displayed to 
customers — in a great many cases being the first time that customers would have had 
this insight (except those that have been past customers of services that delivered these 
functionalities through screen-scraping). In the case of SME or corporate services, this 
could include a detailed view across the full credit and investment position of the 
business alongside its day-to-day transactions. 


From here, the next likely series of offerings would concern product switching, with TPPs 
in particular likely to create revenue models around referral or introduction fees for 
moving customer business to new providers. 


A third area of likely short-term innovation will be in credit and risk scoring, particularly for 
financially excluded retail customers. The ability to easily bring other sources of 
information into consideration for those with thin credit files will be important for lenders in 
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particular that have the capabilities and appetite to serve these segments. Indeed, it 
should be expected that this becomes an important policy objective of open finance 
initiatives. 


Over a longer timeframe, more complex evolutions of existing propositions will emerge 
The next layer of product innovation that should be expected would be propositions that 
take some of the concepts we see today, such as the benefits offered by account 
aggregation, but applied to more complex financial products. Retirement income planning 
is a particularly strong opportunity, and one that will become more important to customers 
over time given the changing nature of work and career paths. Managing investments 
and other assets is also a powerful use case, and one with a complexity that requires 
innovation beyond the standard aggregation model. 


Tools that address financial wellbeing are already available as a result of open banking 
today, but could also become far more effective through open finance initiatives. 
Supporting customers who may be partially or wholly financially excluded is a compelling 
use case, along with those that more explicitly bridge toward supporting long-term 
financial goals. For banks, this could provide an important opportunity to grow share 
among a customer base that may grow in wealth and financial needs over time. 


The potential to bring enhanced credit scoring and more bespoke lending offerings to 
SMEs and corporations is also a service that can begin to make an impact as a result of 
open finance. The ability to track not just other credit facilities, but also a comprehensive 
view on other financial assets will be potentially powerful inputs to these processes. 


Open finance could also support entirely new business models 

The final area of innovation concerns entirely new business models or revenue 
opportunities for both TPPs and financial institutions. It is difficult to be too prescriptive 
about what may emerge for obvious reasons, but there are a number of innovative 
concepts in today’s industry that could be supported and/or expanded through open 
finance. 


The first is the concept of automated advice, or auto-money management services. 
Financial advice is a very complex and nuanced area (as well as being regulated) but 
there will be opportunities for banks and/or TPPs that want to make careful investments 
in tools that enable them to capture — or direct — a larger share of a customer’s deposit 
and investment activity. 


There are examples today of retail-focussed services that will support consumers with 
their deposit building by ringfencing a portion of discretionary funds each period to be 
moved into a savings account. These are often extremely light-touch, such as rounding 
up debit card payments and pushing the difference into a deposit account. With access to 
insights across a customer’s full financial position, including current investments and 
retirement planning, this model can become considerably more powerful. The potential to 
take some of these auto-savings services into retirement planning and longer-term 
investments is potentially transformative for these sectors (and retail customers). 


A third area of potential innovation is fully automated product switching based on 
capturing the best rates/offers in the market. There are examples today of providers that 
offer support with customers that wish to switch utility providers in order to lower their 
monthly bills, and it seems likely that the same approach will be taken with a range of 
financial offerings too. Deposits, mortgages, and even investment portfolios could all form 
part of a range of products that customers are recommended to switch based on the 
chance to benefit from preferential pricing. Further into the future, it is also possible that 
some of this activity takes place automatically, and without direct customer input, 
although this may require regulatory changes. 
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PATH FORWARD 


Open banking is not a topic that can be ignored by any financial institution. Alongside the 
risks of losing customers and share of wallet to competitors, this also represents a 
considerable opportunity for the industry to grasp. As such, there are a number of 
recommendations that financial institutions should look to follow in order to maximise the 
potential of open banking. 


BANKS: Do NoT MISS THE OPPORTUNITIES 
Having a clearly articulated strategy around open banking, and what this means for your 
institution is not optional. 


The first, and most pertinent message for financial institutions is that open banking is 
arguably a far greater opportunity for banks than it is for TPPs or other market entrants. 
Incumbent financial institutions have the products, customer bases, and — most 
importantly — the trust of these customers. For those banks that wish to continue offering 
services to customers directly, building and enhancing services that leverage open 
banking APIs to bring new sources of value to retail, SME, and corporate clients should 
be an investment priority across all product areas. 


In some cases, this will require new thinking about how to overcome the challenges of 
legacy technology and the siloed, often product-centric, nature of budgets and use of 
central IT resources. Nevertheless, this should be a strategic priority. With open finance 
on the forward agenda, this becomes an even greater imperative. 


B2B or hybrid models should be given due consideration 

For other banks, particularly those in the lower and mid-tiers, exploring B2B or hybrid 
models may present new business opportunities. There will be many opportunities for 
institutions that want to explore B2B models such as supporting other banks or TPPs that 
wish to leverage the access that a regulated institution can offer. There are already 
incumbents in this space, such as solarisBank or Cross River, but there will be room for 
further providers as the market expands. 


Other banks may wish to focus only on dealing with customers, and exit the business of 
product manufacturing. With the potential for open finance to bring advice-led products 
into play, banks may find this to be a potentially compelling use case for at least some 
facets of branch infrastructure for example. 


Focus on partnerships as part of your open banking strategy 

Partnerships will play an increasingly important role in the industry as open banking and 
open finance develop. The days of even the largest financial institutions believing they 
can chart their own path when it comes to technology are already long since past. 
Indeed, the growth of the TPP ecosystem will provide many new opportunities for banks 
to form strategic partnerships to bring new capabilities to their business. On the vendor 
side, players such as Finastra and Temenos offer their own fintech marketplaces to 
enable their customers to identify new providers, and the demand for both these services 
and direct partnerships is likely to increase. At the same time, banks should look to both 
existing vendor partners and open banking specialist providers to bring best practice and 
outside thinking to their strategies, developer portals, and related services. 


Invest in the user experience 

Key to the take-up of open banking-led services will be the quality of the user journey. 
This encompasses the customer sign-up and registration process as well as the 
developer experience. API quality and stability will become increasingly important in the 
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future as engagement builds, and must be given the same priority as other services that 
are used by a bank’s customers. 


Closely linked here is the need to have a clear strategy around commercial APIs. Banks 
have a clear opportunity to begin to offer services that move beyond either minimum 
regulator requirements or market expectations, and there are many examples already in 
today’s market of banks that are pushing the boundaries. Investing in these services will 
be important in building the knowledge and capabilities needed to further succeed in this 
ecosystem, as well as providing a foundation for future monetisation. 


Play the long game, and support the growth of the ecosystem 

The most important recommendation for today’s financial institutions looking to take 
advantage of open banking is to be prepared for investments to take time to mature. This 
ecosystem is growing and will not generate returns overnight. 


As with any digital business in today’s economy, it is important to focus the early years on 
ramping up capabilities and building scale in the user base. Only then does monetisation 
become a truly viable option. Business models, such as those for commercial APIs, that 
are too heavily based around cost recovery or short-term profitability risk driving down the 
overall growth potential of the services in question. 


More important still is the emphasis that should be placed on supporting the growth of the 
overall ecosystem. Banks should play an active role in shaping the industry conversation 
around open banking, notably in driving agreements over standards, dispute resolution 
frameworks, and broader customer engagement campaigns. It’s too late to put the brakes 
on open banking, and the industry should focus on shaping the future ecosystem in a 
way that helps open up future benefits. 


Build your plans to take advantage of open finance 

The final recommendation is for open finance. It should be assumed that it is only a 
matter of time before this begins to move forward, and banks should begin to consider 
now how to prepare themselves to both adapt and take advantage. In part, this will be a 
case of enablement; putting in place the technical requirements of exposing APIs on a 
broader range of products. Consideration must also be given to how to take advantage of 
the opportunity this presents. While this will initially build on the existing experience of 
open banking, the potential to become truly innovative is considerable. 


VENDORS: LEVERAGE OPEN BANKING 

With the path ahead for banks centred on investment and shaping long-term plans 
around open banking, this creates significant opportunities for vendors to win new 
customers and deepen existing relationships. 


Open banking has moved beyond being a question of exposing APIs to third parties and 
has already become a question of long-term strategy for many institutions. This 
realisation is hitting others, and creates opportunities for incumbent vendors in particular 
to help shape and build strategies for the long-term. These opportunities are likely to 
remain product-centric in the short term at least, which aligns well with the product-centric 
nature of the way that most vendors currently go to market. 


The most important thing for vendors to consider is that we remain in the early days of 
the changes that open banking will bring. Regardless of whether you are a leader or a 
laggard when it comes to enabling clients to innovate in these areas, the biggest growth 
and revenue opportunities lie ahead. Invest in the capabilities to support clients on their 
journey. 
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Was this report useful to you? Please send any comments, questions, or suggestions for 
upcoming research topics to info@celent.com. 
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LEVERAGING CELENT'S EXPERTISE 


If you found this report valuable, you might consider engaging with Celent for custom 
analysis and research. Our collective experience and the knowledge we gained while 
working on this report can help you streamline the creation, refinement, or execution of 
your strategies. 


SUPPORT FOR FINANCIAL INSTITUTIONS 
Typical projects we support related to banking and payments include: 


Vendor short listing and selection. We perform discovery specific to you and your 
business to better understand your unique needs. We then create and administer a 
custom RFI to selected vendors to assist you in making rapid and accurate vendor 
choices. 


Business practice evaluations. We spend time evaluating your business processes. 
Based on our knowledge of the market, we identify potential process or technology 
constraints and provide clear insights that will help you implement industry best practices. 


IT and business strategy creation. We collect perspectives from your executive team, 
your front line business and IT staff, and your customers. We then analyze your current 
position, institutional capabilities, and technology against your goals. If necessary, we 
help you reformulate your technology and business plans to address short-term and long- 
term needs. 


VendorMatch digital service. Our digital service offers a vendor discovery and 
shortlisting tool that enables you to scope the market for financial technology that meets 
your requirements, quickly determine a solution’s core functionality and features, 
compare solutions, and manage your evaluation. 


SUPPORT FOR VENDORS 
We provide services that help you refine your product and service offerings. 
Examples include: 


Product and service strategy evaluation. We help you assess your market position in 
terms of functionality, technology, and services. Our strategy workshops will help you 
target the right customers and map your offerings to their needs. 


Market messaging and collateral review. Based on our extensive experience with your 
potential clients, we assess your marketing and sales materials — including your website 
and any collateral. 
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Four Embarcadero Center, Suite 1100 
San Francisco, CA 94111 


Tel.: +1.415.743.7900 
Fax: +1.415.743.7950 
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Galleria San Babila 4B 
Milan 20122 


Tel.: +39.02.305.771 
Fax: +39.02.303.040.44 


Switzerland 





Rua Arquiteto Olavo Redig 
de Campos, 105 

Edificio EZ Tower — Torre B — 
26° Andar 

Sao Paulo SP 04711-904 
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Tessinerplatz 5 
Zurich 8027 


Tel.: +41.44.5533.333 


Unit 04, 9"" Floor 
Central Plaza 
19 Harbour Road, Wanchai 


Tel.: +852 2301 7500 





